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SenatorSESSIONs.SotheColomhxangovemmentxsmakmgsome
%umsﬁxlstepstowardmalnngmmmdxﬁculttolaunderthese
CARLOS. Ob, yes, yes, they are. -
_ SenatorSEssxons.Andbutnlhmatelyyoubehevetheblackmar-
ket will continue. I believe you said to stop this problem, it will be
ewssaryforthegovemmentofColomb:atoredueethesendmu-
louslyhlghtanfsandtaxes.no think it will continue as long
. tax in eﬁ‘ ect on imported goods?
CARLos.Yes,IheardtbatMs Fanny Kertzman and maybe it
will help her what I am going to say. In Colombia, when you im-
port something, right off the bat, you have a 16 percent tax, sales
tax, plus the tariffs, plus a lot of other expenses and plus a lot of
other paperwork. If you really want to stop the black market, you
can do it I will not say today, but if you reduce drastically those
tanﬂ’sandthetam,xtmnlastaboutamonth,andevexybody
would become legal.
Senator SESSIONS. There would not be any advantage to being il-
legal; is that correct?
GARws.Yes.WhatIamgomgtosayxsgomgtosoundahtﬂe
awkward, but these contrabandistas are legit businessmen. Okay.
They buy the funds. I understand this. But they are not, they
would rather do legit business than what they are doing now. Now
it is uncomfortable and these are people who want to make a living
- importing merchandise. If the tariffs went down, like in the United
States, you do not have cars smuggled in or textiles. Your tariffs,
I suppose they are very low. So it is not worth it to smuggle any-
thmgm.Soxfthetanﬁ'sandtaxeswerelower,nobodywillgo
ltihi;oughthehassleoftrymgtobﬁbeaCustomsoﬁieeroranythmg
Senator SESSIONS. Thank you very much for providing us this
rare insight into how this business actually occurs, Mr. Chairman,
and, Carlos, we thank you for sharing it with us and I understand
the peed for the security and we thank you for coming.
CarLoS. Thank you. Yes.
SenatorGRA&SLEY One last thank you and would you please
seateduntxlweknowthateverythmgxsallnght.AndIthmk
the cameras should be a little more cautious about being turned off
or turned away from the witness. I do not think they were when
we brought the witness in and I would like to have respect for his
security. Even though he is hooded, it is still very important that
" we do that. So when the police say that it is okay to proceed, then
we will proceed and when you are out, then I will introduce our
fourthandlastmtness.lsxtokaytopmednow’lwanttothank
all in our audience for your cooperation for the safety of Carlos.

FoLrL.owup QUESTION FOR “CARLOS”

hymmhmny,mmhmmmmmmtdnbuﬁmmthema&
mmmm&mmmwmmewm
and mention some of the items that are sold?

Cadossnppkedtheﬁ)llamng
Madame Shikse &

Cou%na: Sony; Whirlpool; Kodak; General Electric;
CIAL C Amn&cmmﬂmdca&glomA,Mnhmeelma
A”sm?imc.a. Motorola; Aiwa Electric; and Toshiba.
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Goods: Scotch (Black Label-Johnny Walker brand); Mariboro Ci s; Johnson

and Johnson; Mattel Brand Toys; Cell Phones (manufacturers Eri and Nokia);
Emerson; Perfume; and Patton Ceiling Fans. ;

Senator GRASSLEY. Our fourth and final panel consists of Ms.
Fanny Kertzman, Director General of Taxes and Customs for the
Government of Colombia, and also we have another witness, former
U.S. Ambassador to Venezuela, Michael Skol. Mrs. Kertzman was
recently appointed by President Andres Pastrana and I welcome
her and thank you for your courage in appearing before the caucus
tpday,andAmbassadorSkol,youserveJasambassador&oml%O
to 1993 and you are currently president of Skol and Associates, a
consulting firm here in Washington, D.C.

" - And before you begin, Ms. Kertzman, I want to thank your am-
bassado rwhowashereforashort&pfrmd‘ of time this moming for
his. interest in this issue not only today’s appearance but also
because he has expressed concern over these very issues so many
times that he has visited my office and we very much appreciate
your president’s interest in this issue, his coo ion with our
country, his trying to make very substantive within his
own country, but also I think the presence of your ambassador on
these issues before members of Congress is an appreciation or an
expression of that as well. - A

And my staff reminds me that I pronounced your name wrong.

. Mr. Skol.

Mr. SkoL. Thank you, sir. ‘
Senator GRASSLEY. You bet. Ms. Kertzman, would you proceed,

STATEMENT OF HON. FANNY KERTZMAN, DIRECTOR GENERAL
OF TAXES AND CUSTOMS, GOVERNMENT OF COLOMBIA

Ms. KErRTZMAN. Thank you very much. I want to thank the Sen-
ate Caucus on International Narcotics Control and especially your
chairman, Senator Charles Grassley, Senator Sessions, for the op-
mnitytoaddressoneofthemostseﬁmmpmblemsfaning%

ia which is contraband. The government of Andres Pastrana
has made a point of his fight against corruption in general and one
of the most important points is the fight against contrabsnd. Con-
trabandinCoY:mbiaamountstonw%bﬂlionayear,which
means with a total import of $15 billion a year, it means that al-
most 25 percent of all the imports that are made into Colombia are
contraband. ' )

And the reason for that is not that the taxes are very high. We
lowered our taxes on imports in 1992 and what happened is that
contraband raised by the result of opening the economy and I think
that the main reason for this huge amount of contraband into the
country is mainly the narcotics trafficking. The problem of nar-
coties trafficking is not only a problem of the U.S. or only a prob-
lem of Colombia. It is a problem for all of us. For Colombians, we
have the harm that is done to our youth just the same as here in
theU.ﬁl,&}x:MCobmtgi:t,wehlaemthepmblemofwgrupﬁOmm
traban danger people are—you were asking now
other witness about the danger that people are in in Colombia. It
is not only the judges, the policemen, the army, it is also us offi-
cials of Colombian government that we have to go protected. I have
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about nine guards. My family has about six guards and it is only

It costs, contraband costs to the Colombian state, each year
about $840 million in tax revenue and duties that are not paid.
And why there is such a high coniraband is not to pay duties so
to make unlawful competition to the other producers in Colombia,

but also to launder as I said. Also there is contraband of
chemical precursors and contraband of the point of view of ex-
port of illegal

substances.
The link between narco-trafficking and contraband is very clear.
This merchandise that is smuggled into Colombia is bought with
an rate for the dollar of 1,000 pesos per dollar when the
rate in the market is 1,600 pesos per . That is why it is such
a good business to smuggle goods into Colombia and it adds to the
rofits of the narco- ckers. I have to stress the point that the
girtydonmaxenotdepositedinColombianbanks.They,youjg
heard all the explanation of how it works, but I want to make cle
that in Colombia, it is not possible to open an account in dollars,

 he. dottors -

The that come into Colombia sometimes come dollars in
thhenwenughtdoﬂlll:rsinmh,&isab?ut%&O,wf)em
" time they are caught at airports with people, in their luggage
or taped to their bodies, but that is not the most common way of
laundering the profits of narcotics. All the actors in the chain of
contraband are accomplices to this crime. The producer, the manu-
facturer of the goods here in the U.S. or in Japan or in Korea, who
knows that he is selling the goods to someone that finally will
smuggle them into Colombia.

' The distributor who is selling the goods to the smuggler, the peso
he smsugsled £l kow tuat the produer he 1 buying was pala

sm ow e .he is buying was pai
with money from narco-traffickers. All of them are equally guilty
of the same crime, that are selling goods that are going to be
smu into Colombia and paid with dirty money. .

With all these problems we have with contraband, I would like.
to stress that we are working very closely with U.S. government.
We have received all the cooperation that we need, especially from
theU.S.CustomsService,theDeparhnentoftheTreasury,ell):ran-
ment of Justice, DEA, FBI, FinCEN, OFAC, and in gen the
agencies that somehow are related to this issue. We are signing an
agreement with Cusfoms. It is all ready for the signature and I
thinkitisgﬁni@b:;i%edon&ptemherthatwinbeinﬁemhange
of information S. Customs and the Colombian Customs
and we are working together with them already in the cases, the
specific case of contraband and money laundering. -

For the first time in Colombia; there are people in jail for contra-
band. Contraband is a crime and tax evasion is also a crime in Co-
lombia, but there is no one in jail for tax evasion. Now in Colombia
there are about 20 or 22'people in jail for a case of contraband and -
for you it might be a very low figure, but for Colombia it is a record
to have 22 people in jail for contraband. _

There also has been some progress with the private sector. We
are trying that the private sector be aware that they cannot sell
their goods to smugglers and there are some companies such as
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Whirlpool Corporation and Daewoo in Korea that have as a policy
not to sell to the contrabandistas. And Whirlpool Corporation just
signed a compliance agreement with the government of Colombia
that they are not selling through the distributors in Miami and in
Panama. They are selling mneunitcfeverydishwashuor
something like that, and D has a policy not to sell to the
Sanandresitos in Colombia. -

- For those who are not aware what the Sanandresitos are, this is
- our big malls that exist in Colombia where they sell only smuggled

goods. There are Sanandresitos in every major city in Co ia.
Peoplegotobuyagplianeesandliquor,ci ; it is much
cheaper than in the legal market, of course, they are not

paying taxes. They are very well organized and it is a phenomenon
that I think it exists only in Colombia. :

There are cases of coniraband that are very clear. The case of to-

bacco, for example. Nearly 90 percent of the total of cigarettes im-
ported into Colombia are contraband. Local companies have 55 per-
cent of the market. 45 percent of the market is imported cigarettes.
Only ten percent of them are imported legally. 90 percent of all the
cigarettes that come into Colombia are contraband. In the case of
liquor, 85 percent of the total liquor that is imported in Colombia
is contraband.. :
. Six years there were 18 1 distributors of imported liquors
in Colombia. Now only three of them remain. They went into bank-
ruptcy because of the unlawful competition of contraband. For Co-
lombia, it is a problem the Colon Free Trade Zone located in Pan-
ama. The Panamanian government has been very reluctant to pro-
vide figures ing exports from the free zone, but in Co. ia,
we estimate $1.2 billion a year come from the Colon Free
Trade Zone illegally into Colombia. The Sanandresitos buy their
goods mainly in the Colon Free Trade Zone. .

We are trying to work together with U.S. rnment in this
fight against contraband. We are asking for funds to buy X-ray ma-
chin eskfor geth&egortsthantge t%esaxrports' . Theybdo. xImt exist. We want
to work to, with - .S. government, but I want to say agai
that contraband is not a problem only in Colombia. Such as
trafficking, the problem is international problem, not only a prob-
lem of U.S. and Colombia, but ail the countries. I just want to end
by saying that contraband is the second stage of narco-trafficking.
It is the most efficient way of money laundering and from that
poiré;‘ofviewwetogetherhave’toworkonthis.'l‘hankyouvery
mu

[The prepared statement of Ms. Kertzman follows:]
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Comraband Money Laundering, and P&co Brokerage
Fanny Kenzman
Director of Revenue and Customs Service
Government of Colombia

| would like to thank the members of the Caucus on intemnational Narcotics
Control and, specially, your Chairman, Senator Charles Grassiey, for the
oppommnytopmmoneofmemostsemuspmblemsofmycounw
. contraband. .

My name is Fanny Kertzman, | am the Director of the Revenue and Customs
Service in Colombia, DIAN. | assumed this position-in August of 1998, when |
was appointed by the cumrent President, Andres Pastrana. The institution that. |
direct is dedicated to guaranteeing the compliance of tax and customs
obligations by my countrymen, and to facilitate the operations of intemational
trade.

The DIAN is an entity of the: Ministry of Finance and, therefore, develops the
policy and programs of the cantral government. One of the main priarities of the
current govemment is to combat tax evasion and contraband. My Directorate co-
ordinates efforts of the other entities of the govemnment in the fight against
contraband.

Athough contraband has been a constant phenomenon throughout Colombia’s
history, over the past few years it has become ane of the main scourges, a
source of destabilization and, particularly, has adversely affected the country's
productive sector. Because of contraband, millions of Colombians have lost their -
jobs, 1o the extent that the unempicyment rate in Calombia is close to 19.5%,
which was undoubtedly exacerbated by the unlawiul competition sponsored by
this phenomenon.

It is ironic that aithough Colombia has substantially reduced. import tariifs and
now has an average tariff close to 8.7%, contraband has increased instead of
decreased. This is only explained if we take info account the refationship
betweanconuabandandcmerb:gpmbiemsmatlmeatenmyeountry
narcotraffic and money laundering.
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Contrabands' impact on commercial, industrial and job generating activities-has
been devastating, specially in recent years, whan:tslnnkswiﬂldmgn'afﬁcand
money laundenng havebeenmorethan evident. )

Contraband in Colombia is of unimaginable magnitude and has been qnanmied
by varying estimates. Somshavecaiculatadmatopenmmrabandamumstor
US$2.5 hillion dollars per year; and that technical contraband and under-
invoicing amounts accounts for an equal value, which adds up to a total
contraband figure of USS5 billion. Compared to total imports in 1998 amounting
to USS$15 bilfion, the result suggests that contraband accounts for 25% of legal
imports. In terms of GDP, contraband ranges belween 2% and 3.5% of
Colombian GDP. )

The economic costs are extremely high, not only from the standpoint of jobs lost
o unlawful competition, but aiso due to the tax revenue lost by the State.
According to recent estimates of the DIAN, in 1998, open contraband amounted
to US$2.3 biflion. With an effective 16.6% tax rate (for VAT and Duty), the losses
to the national treasury during iast year could exceed US$390 million. This does
not take into account technical contraband, through which merchandise is
smuggled under a different tariff heading in order to pay fewer taxes; nor under-
invoicing, where lower prices are invoiced to reduce taxation, as well. Of a total -
confraband estimate of USSS5 billion, annual fiscal losses in 1938 accounted for
US$840 million, although this figure could be an overestimate, as technical
contraband and under-invoicing pay a certain amount of taxes, uniike the case of
open mmtaband

54.1%, on average, of the Nation's ordmary income over the past few years has
been transferred by the National Government to provinces in the form of fiscal
transfers and municipality shares. Therefore, departments, municipalities, and
Indian reservation have lost eamings amounting to US$454 million on account of
contraband, which has affected the supply of basic services to Colombia’s
population in the areas of education, health, water, and basic sanitation,
recreation arxi sports, and other social investment funds to be allocated locally.

In the opinion of renowned experts, money laundering and drug traffic are the
most decisive factors, as large profits derived therefrom lead to a dollar price well
below the price paid by legal importers, a fact that leads to untair and disturbing
competition for the market of foreign goods.



ﬂ.

1. The Chain of Contraband and Money Laundering

In Colombia, contraband is an established business. In open contraband, goods
are smuggled 1o avoid taxation, to launder moneys eamed illegally through drug
traffic, 10 import raw materiais.for drug traffic (chemical components); and to feed

the war through weapon contraband.

It cannot bd" denied that all elements of the contraband chain, such as the
manufacturer, transporter, distributor, retainer, peso broker, and even the
Consumer contribute significantly to the entire process.

The mechanism, in the case of drug traffic money laundering, is the following:

1. Producers in different countries, such as mé'United States.én’gland. KOYE&
Japan and China, seil theirmerchandise to distributors located in Miami, Los
Angeles, Panama, Aruba and other Caribbean countries.

2. Colombian smugglers purchase the merchandise from these distributors or,
in some cases, directly from the manufacturers.

3.Theksmuggiersareenntac:edbypesobrokerswhopmvidemed°“afs.
supposedlyeamedthmughdrugtrafﬁc,topaymeirsupp&ers.

4. nisassmnedma:mseaonarsaredemedfmmamgwﬁmstheya?esoﬂ
at a significant discount compared to the official prevailing price in Colombia
(Col.$1,000 against Col.$1, 850).

5. The smugglers deposits in Colombian peso accounts the equiva!em o the
sum paid in dollars to the supplier. Here, it is worth pointing out that in
Colombia there are no bank accounts in dolars. This means that the doflars
donotentevColmnbaa.btnramgarepazdtomesuppﬁefsmme United -
States, Panama, Aruba, or Caribbean countries. ’

The Colomblan govemment believes that many of the muitinational companies
perfectly know the mechanism described above and are aware of the fact that
their products finally enter Colombia. Consequently, the govemment intends to
dwelopaxmngmeseeompamasa‘knowyourdlem'mmpa!gn as the one
operating in the financial sector, to prevent multinational companies from seffing
meirpmduc!stodismhutofswho are suspected of being involved in memoney

laundering scheme.

The US Government has understood this initiative. It is necessary 10 create an
awareness of the fact that any member of this criminal chain, from the

3
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masmfachuﬁin afnmiﬂncoﬁnﬁytome bﬁyer in tﬁe Stréats'df-cdldmbia. may be
anaceompliee either by action or omission. ‘

Anomeflnkmthed!ainsmmmhancustomoﬁaal,whombﬁbe
from smugglers. Drug traffic moneys have permeated practically every level of
- Colombian society. Part of the drug traffic chain are the peso broker mechanism
and the smugglers. Contraband isnot limited 1o fiscal losses and uniawful
competition. It aiso has serious consequences i the moral of society, on
vaiues, on the perception of what is legal and what is not. Contraband is the
cause of corruption problems in the Colombian customs autherity, which fead to
official rotation and hinders proper training and lasting jobs, as well as
demoralizes honest officials, .and worse yet, even produces death threats.

‘Over the past year, two Colombian customs officials were assassinated. In one
case, it was because a female customs agent refused to allow a shipment of
weapons and military uniforms to be smuggled into the country, which meant her
death sentence.

Money laundering does not only occur in the context of contraband. Constantly
shipments of dollars are seized, which are introduced ilegally into the country. .
During the last three months of 1998, nearly US$300,000 were seized every .
week from traveliers entering the El Dorado Aimport in Bogota. It is alsc common -
for shipments of contraband goods to cary dollars hidden inside electronic

~ Hence the need to have X-ray equipment in all customs checkpoints in the
country. At present, no port of entry has this type of equipment. We are
requesting the US Congress and the US Government to donate this equipment
to the country. This would contribute to control contraband, dollar laundering, as
waell as the entry of chemical precursors and export of illegal drugs. US Customs
Service is going to provide technical assistance to assess the actual needs for
this equipment and the specifications required to meet Colombia's customs:

2. Contraband: An International Cooperation lssue

In spite - controf activities deveioped by the customs authority, the
achievements have been scarce vis-2-vis the magnitude of this phenomenon.
Last year, only US$153 million in merchandise was seized, which reveals the
impotence of Colombian authorities taced with contraband. This figure accounts
for merely 6% of total contraband.
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ThePastranaAdm«ustrationhasrecewedmngsupponfrmtheUS
Govemmemmvamusfonnsmatamdescubedbelow

The creahon of cooperation agreements fcr customs-related issues with other

countries is an efficient tool for obtaining information in development of -

investigations and to procure technical assistance for purposes of improving
control procedures. Such is the case of the agreement to be signed shortly
between the US Customs Service and Colombian Customs Authorities.

This agreement provides for exchange of information, coaperation, training,
technical assistance, and joint investigation of contraband and money laundering
cases.

Furthermore, the Colombian government has received assistance and aid from
* the Department of Justice, the Treasury Department, FINCEN, OFAC, FBI, DEA,
NDIC, and other agencies invoived in drug traffic and money laundering
problems. The Justice Department allocated US$1.85 million of the Forfeiture
Assets Fund to the fiscal and customs police, which is the armed body working
‘under the-National Tax and Customs Directorate, for the purchase of equipment
and training. The funds have not entered Colombia yet, due to problems with the
Colombian authorities regarding the legal mechanism for introducing this moneys
spec:ﬁmnyboundfonheagency sefected by the Justice Department.

w&mmeJusticeDepartment.DEA. IRS, and the US Customs Setvice there is an
ongoing joint work 1o investigate, underveil and prosecute cases of money
laundering via the peso broker mechanism, contraband, and tax evasion.

Officials of the US Embassy in Colombia, who are members of the mentioned
agencies, work together with DIAN officials on specific cases and Colombian
authorities have received all necessary cooperation.

A Joint Task Force is being created, by top-level customs and tax officials of
DIAN and by officials of various US Government agencies, such as the Justice
Department, Customs, and the IRS. This task force will work on specific
investigations leading to unveil contraband, money laundering, and peso
brokering cases. The first meeting will take place in Bogotd during the first week
of July and will be attended by five officials from the mentioned agencies.

Special mention deserve the Treasury Department, in general, and US Customs,
in panicular, asweﬂastheDepaﬂmentofJusnce.Thesamsmunmshave
collaborated with Colombia in its fight against contraband.
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Furthermore, and with the support of the Colombian and US.commercial ‘and
diplomatic authorities, work is underway to obtain the commitment of
muitinational companies to control their distribution channels through client’
knowiedgepracﬁces,tokeepmawpmduc:sﬁcmbemused:oiaundernmey
via contraband.

The list of specially designated narcotics traffickers has contributed in the fight
against narcotrafficking and could be a uysefti toci in the fight against contraband
as a money laundering facilitator. However, | must indicate that the Colombian
Constitutional Court determined that two individuals included on the list, have not
bemgdedamdguﬂlyotnamoﬂafﬁdungandorderedmcdam
Administration to inform this situation to the US Administration. The information
regarding the individuals or companies that will form part of such list couid be
more useful if it is maintained at the ievel of prosecuting offices while the final
results of the investigations are issued and the delinquents are declared guilty. -

3. Contraband Goods

According to. various studies carried out on the subject and 1o constant seizures
by customs authorities, the products subject to contraband are, among others:

Liquor angd alcoholic beverages

Cigarettes

Electric and electronic apphances

Textiles ~

Clothing -

Computers

Automotive parts (where: used spare parts constitite a major problem)
Perfumes

Jewelry A

Vehicles (including cases of vehicles stolen in Venezuela and the United
States).

Footwear and tennis shoes

Processed foods

Chicken parts

Tires

Chemical products {among wmd\ are chemical precursors) and organic
chermical products

Iron, steel, and their products

Cement

Toys

Rice
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] GasolihealnngtheVenezuetanborder
s Semi-trailers :

4. The Case of Cigareites

According fo figures from Colombian tobacco manufacturers, between 1991 and
1994, legal imports accounted for 9% of the total cigarettes market, domestic .
production supplied 33%; and .the remaining 58% was accounted for by
contraband. ; :

The routes for introducing cigareties into the country are Aruba and Panama. it
has been estimated that if the amount of cigarettes amiving in thesa two
countries were for. local consumption, each Panamanian or inhabitant of Aruba,
men, women, and chikiren would have to smoke ten packs of cigarettes per day.

The niiain brand names traded illegafly are Mariboro and Belmont, whereby the
latter is manufactured in Vznezuela by Cigarreria. Bigoft, under licensing of
British American Tobacco. Other brands. such as Kent and Koo, are also traded

ilegally. -

Whereas in 1984, the national cigarette industry supplied 85% of the domestic
market, in 1995 this percentage only accounted for a 30% share of consumgption
measured by volume. - :
It is estimated that the price per pack to the public is US$1 dollar and the
wholesale price is US$0.50 with a 50% diference at retail level, contraband
profits are estimated to be approximately US$500 million per year.

WhereastllpMornshasapnceexworksofusslﬂ per pack, invoices for
imports arriving on the Colombian market are for US$0.24.

5. Liquor Contraband

The contraband of liquor and alcoholic beverages is one of the most sensitive, as
the tax structure for these products has a noticeable disturbing eﬁect on the
national and departmental tax revenue.

In addition to the existence of 2 national culture or tradition of liquor contraband,
it is considered that this tax stucture to which these goods are subjected when
. imported.is the reason that stimulates illegai trade thereof. Liquor in general has
a 20% duty, a 40% consumption tax, and a 20%, 25%, and 35% VAT, dependmg
on the aicoholic content of the beverages.

{ 7

Ay .
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According 1o estimates of the Colombian Association of Liquor and Wine
importers - ACODIL - in 1997, the {otal foreign fiquor sales in Colombia was
1,475,175 cases, of which 76.3% were accounted for by illegally imported fiquor
and only 23.7% to legal imports. Of the total number of cases of contraband
liquor consumed, the highest percentage is accounted for by whisky with 87.4%,
equivalent to 984,200 cases, which compared o 174,143 legally imported cases,
gives a clear idea of the magnitude of illegal whisky trade.

Thepmblemoihquorcomabandfnwsespamwladyonmemapr&otdf
whisky brands sold by producers in the United Kingdom to distributors in
Panama and Aruba. ‘

Asinthe previously described contraband cases, liquor and cigareftes are
believed to be purchased with drug traffic doilars.

6. Place of Origin

it is estimated that 55% of contraband is accounted for by consumer goods
{most of which are distributed through Sanandresitos, which are huge malls
established in all Colombian cities, where contraband goods are soki openly, .
violating all customs and tax regulations). Of these goods, 40% come from
Panama and Central America; 33% from Ecuador and Venezuela; 13% from
North America; 8% from the Far East; and 3% from the Caribbean, mainly Aruba.

7. Colon Free Zone

Mast of the articles imported by Colombia from the Colon Free Zone are very
similar to those offered in the Sanandresitos. The Panamanian Govemment has
been very reluctant to provide figures regarding re-exports from the Free Zone,
but some estimates have been made. In 1997 and 1998, merchandise valued at
US$1.5 and US$1.2 billion entered Colombia from the Colon Free Zone, and
approximately 10% were registered legally, which gives an idea of the magnitude
-of the contraband problem.

Excluding the Colon Free Zone, imports declared in Colombia as proceeding
from Panama amount to US$70 million, whereas the aforementioned country
claims to export only US$1.3 million in merchandise to Colombia.

Colombia is the main buyer of the Colon Free Zone. Between 1991 and 1995 its
share went from 10% 10 27% of total purchases originating in this zone.

The Colon Free Zone is the main supplier of merchandise smuggled into
Colombia.
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Nowhere in the worid is there such an extensive phenomenon as that of
Sanandresitos in Colombia. They are like an extension of shopping mails, where -
practically only contraband goods are sokd. There are Sanandresifos in most
Colombian cities. in Bogotd, for example there are more than six lamge

_ complexes of this type.

The expression “Sanandresitos” comes from San Andrés, an island which is a
free port. Sanandresito sales are estimated 10 account for 26% of the trade GDP.
Sanandresitos also sell domestic merchandise, in somewhat over 30% of ail
sales. In the case of domestically produced merchandise, it has been detected
that most of them are manufactured goods with fake brand names.

According 10 a study performed by Universidad Nacional, in 1996, US$878
million were laundered through Sanandresitps. Gross sales at these centers
amounted to USS$2.1 bitlion, 61% of which (US$1.2 billion) were accounted for by
items illegally smuqgled into the country. The sales in these establishments have
increased exponentially. In 1985, they accounted for 13.7% of trade GDP,
whereas in 1996, the share was 25.6%. Likewise, the area dedicated to this type

—of-business has also increased very rapidly, particularly during the 1950s.

In Bogots, in 1996, there were 8,571 Sanandresifo shops. Nation-wide the
number of stores was 13,176, of which 11.247werembusmess.Atpresent.tms
typeofbusmassbeginstobesan:rated

In 1978, the number of sales pmmsmBngoté Medellin, Cali, Bananquﬂla,and
Bucaramanga, was 2,452. In 1987, in Bogotd alone, there were 2,400 shops.
Ovar the past.nine years, the number of Sanandresity stores has more than
trebled: from 2400 to 8,571. The physicai area occupied by these
establishments went from 38,000 square meters in 1985 to 102,853 square
meters in 1996, with a significant increase since 1992, of more than 8,000
square meters, tnmadnapeakofanaddeaHZ.SﬂOsquaremeMsmwss.

Asexplaumdaaﬂier.opencomrabandmmeSanandresdcssanwnpom
money laundering tool. A business based on contraband, whosé main supplier is
the Calon Free Zone, where the doilar costs 60% less than the official dollar in
Colombia, must necessarily be finked to money laundering. In spite of the
seriousness of the problem, Colombian society is permissive vis-a-vis this
phenomenon. The fact that Sanandresilos are constantly visited by customers
shows how the infringement of rules is tolerated. It does not excesd the degree
of society's aversion to these illegal activities.
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are established and, even the banks place branches in these areas. DIAN has
undertaken an aggressive advertising campaign against Sanandresitos, o create
an awareness among the population of the fact that buying contraband. means
taking the jobs away from honest Colombians.

9. Actions Undertaken

As a comprehensive strategy in the struggle against contraband, the need to
modemize the customs authority has been identified, in order 1o achieve more
efficient control, while facifitating foreign trade for companies legally established.

Part of the contraband activity may be associated to the difficulties encountered
in foreign trade operations, which result from a great deal of red tape in customs
processes. ' A

Therefore, work is underway to pass a legal reform that will simplify and expedite
procedures related to foreign trade operations.

in addition to the above, the Customs Century XX! computerized system is
being developed, which will aflow customs procedures 10 be periormed
electronically, thus reducing time and cost significantly, and particularly
increasing the control of the customs administration. These strategies will enable
the establishment of a more efficient customs authority, which will facilitate
foreign rade operations following a vision of service, while effectively controlling
evasion and contraband. This system has been developed with resources from
World Bank. ’

In this head-on struggle against confraband, the Nationai Government has also
developed a series of actions which attempt, in a comprehensive manner, to
reduce illegal trade and uniawful competition, whnte increasing revenue from
external taxation. These strategies include:

10. Fiscal and Customs Police Force

One of the most recent measures was the creation and implementation of the
Fiscal and Customs Palice. This is a police body, under the direction of DIAN,
made up of 1,000 men led by a police general, dedicated exciusively to
repressing contraband and fighting against tax evasion.
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In the same manner as the Antinarcotic Police has succeeded with the support of
the US Govemment in the fight against drug traficking, we hope to obtain the
same levei of cooperation to fight contraband, the second stage of this crime.

The. Fiscal and Customs Police is an ancillary body to the tax customs and
exchange control processes, mainly in regard to the development of strategic
operations against® evasion, confraband, and infringement of the exchange
reguiations; the arrest of persons responsible for related crimes, merchandise
confiscation, development of inteligence activities, support to the inspection and
judicial police duties, and providing the security required in development of -

it is hoped that the resuits in the siruggie against contraband will improve
substantially with the implementation of this new body, to the extent that there
will be controls in many parts of the nationat territory, where there is no physical
presence of customs authorities today, or where there is a need for
strengthening the presence of customs authorities, for example the special
customs zones. At present, nearly 600 men have joined this group nation-wide,
particularly at the most neuralgic ports; and by the end of the first half of the
year, the figure will be 1,000 men. They have been properly trained through 3- .
month seminar-workshops heid at the Poiice Academy, with the participation of
DIAN officials.

The US Customs Service, the Justice Department, and DEA have training
programs and provide assistance to the Fiscal and Customs Police, whu:hare

aiready!alungplaceorarebudgetedandscheduled
1. ChanguonConmbandPenalTypa

Contraband and attitudes related therewith were typified as a crime through Law
383. of 1997, in order to make prevention and repression through criminal
recourse more effective. In 1998's Tax Reform, contained in Law 488 of
Decamber 24, 1988, important changes were introduced, as follows:

- The so-called “personal contraband quota” was reduced from 1,000 to
100 monthly minimum legal wages. In the past, the introduction of contraband
merchandise into the country valued at less than US$153,000 was not
considered a crime. Currently, it is not a crime when the price does not exceed
USS$15,000. it was not possible 10 efiminate, once and for ail, such a permissive
treatment in Congress when this Law was sanctioned.

1



- Penalties were increased for those favoring contraband, and for. officials
who contribute to the perpetration of the crime. Penalties for contraband were
increased to eight years of imprisonment. : )

- Contraband has now become a crime, for which no 'bail can be posted
when imprisoned.

12. Currency Exchange Investigation on Contraband Activities -

The strategy has been established that whenever the Customs authorities seize
contraband goods, a currency exchange investigation is simultaneously initiated,
) in order to determine the origin of such currency, and to verify compiiance with

_ formalities to channel it through the exchange market. From exchange breaches
associated with contraband alone, DIAN received US$10 million in 1998 on .
account of fines.

13. Creation of a the Financial Information and Analysis Unit

Last week, the Colombian Congress approved the governmental initiative that
creates ‘an independent entity' in charge of coordinating ail activities on
preventing and combating money laundering. The unit will contribute to the -
onguing work developed by DIAN .

14. Fight Against corruption

One of the main commitments of the curren! Government 1s'to fight against

~ corruption. The” Govemment has a strategy against corruption known as “de
frente al pais” or “facing the country”. The strategy has two sides: the formation -
of ethic values and transparency. Thes:rategymoivstheparﬁcapaonofme
private sector which will be overseeing and commenting on the activities
" undertaken by the public sector. The central Govemment has launched a web
page www.anticorrupcion.gav.co where every citizen can leam about the

pmgranlslaunchedbymasovemmentandmdenounca

transparancy
practices deemed to be corrupt.

At the intemational level, Colombia is currently working within the OAS on the
cooperation efforts against bribery and is considering joining the OECD Anti-
Bribery Convention.

15. Business Polls

The business sector poll camied out by Fedesarrolio and Fenalco is a monthly
statistical tool through which the Colombian business sector expresses its
opinion on development, evaluation, and current problerns of the activity. Among
the problems analyzed, it is worth pointing out the following problems of the

12
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sector: supply and sales situation, bank and suppliers credit, supply of domestic
and foreign products, and contraband. The attached chart (Schedule I) shows
the evolution between 1990 and 1999 (April) of the opinion of polled -
emreprmeursmregardtomebehaworofconuabandasabtsmesspmblem
measured in terms of the percentage of affirmative answers. - -

AsﬂleﬁthetwunJamatyﬁSOaMmdtSS&&bw
percentage of businessmen considered this 1o be a problem, which revealed the
lack of importance of contraband as a business issue. The evolution revealed a
-downward trend. As of that moment, and parallel to the significant increase of
imports, following the country’s economic liberalization, a noticeable upward
trendnsevndencedamngpouedmmdua!s.mwhraachednspeakm.
December 1995, Atmatpmnt.mofmeanswersmafﬁrnnawe.statmgmat
contraband is a major issue.

As opposed fo the foregoing, since January 1996, the ttendreversedand. momh
after month, a significant reduction is observed in pall resuits, up to the point that
35% of the affirmative answers-in January 1996 turned o 19% in February 1999,
the latter being the lowest figure since May 1995. In March and April 1999, data
shows a shight recovery. .

16. Colombian Foreign Trade: Measurement of Distortion in Import Figures
—1991 - 1996

This smdy by the DIAN has complemented a series. of studies and research
documents developed on contraband and Colombia with quite interesting results
and measurements.-

The methodology used and the sources of information consuited allowed to
conclude that the total distortion of Colombian imports in 1996 amounted to
US$7.4 billion, of which open contraband, lechnical contraband and reduced
invoicing accounted for a total US$5.8 billion - equivalent to 78.7% of the total
distortion and to 45.3% of total imports, which amounted to US$12.8 billion that

year.

Theﬁgumsandmeasmmemmﬂussmdyaﬂcwtostatemlnmontxadeis

seriously permeated by illegal practices. Tax duty evasions continues to affect
41% of merchandise introduced into the country, out of a list of goods that
ranges from electronic and mechanical appliances to textile products, toys, and
recreation items.

_ Thestudydedsivdyconchdesmatsmuggted merchandise avoiids controls in
ditferent ways: at Customs inspections, the goods smuggled amount to US$2.9

13 ¢
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declaring a lesser purchasing price. : _

CONCLUSION

Contraband is one of the worst scourges of Colombia’s productive sector. it is
closely iinked to drug-traffic, as it is the most efficient mechanism for money
laundering. nmmzptsmaCustonsadtxﬁnistaﬁonandanofCOMmbiansocMy.

Customs officials work under constant threat and top officials of the Tax and
Customs Administration need body guards. in my case, even my family has
protection. - z
The actions underway seek international cooperation in the struggle against this
phenomencn. Here, the response of the U.S. Government has been entirely
positive as far as aii, assistance, and cooperation are concemed, as well as in
the creation of the Joint Task Force. The Justice Department has offered
training for Prosecuting Attorneys who investigate contraband cases and
assistance has been provided to those working on money laundering cases.
Training is also being requested in areas such as chemical components and

WsinCo!ombiaamguideddrecﬂytotanspoﬂwmp'arﬂsMpmted
- contraband, by raiding warehouses established to store the merchandise, and at
the level of all foreign trade intermediaries. '

The cooperation of muitinationai organizations in understanding this
phenomenon, and in committing in the struggle against all forms of crime
described in this document is urgent. It is often claimed that conducting
legitimate business in Coiombia is difficuit as a result of cbstacles imposad by
Customs authorities to foreign trade transactions. In this comtext, work ‘is
underway to pass a legal reform on Customs procedures, which will simplify
paperwork and eliminate obsolete red tape.

In any case, legally established companies conduct their business in Colombia
abiding by all regulations in force. There is no reason to believe that some can
. abide by the law and others can not. ltismere%yladwfvn‘llingness.

Whiripool Corporation is proof of the fact that good faith in business is possible.
They are in the process of signing a compliance agreement with Colombian
Customs authorities, in which they commit to not sell their products to distributors
in Panama and Florida, whom they know are engaged in contraband activities.

14
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Another company, DaewooofKorea,hasmepohcyt-)-fnotr'selfm'itspmductsin'
 Sanandresitos. Theseexamplesshowmatmulﬁnanonalcompamesamaware
~ofmeprobhmandmatsolunonsﬁnbefomd .

The medium term result should be to eliminate the money laundering mechanism
which is an important iink in the drug traffic chain.

15
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